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nt Sale 
KEY ECONOMIC INDICATORS: GERMANY EXCHANGE RATE AS OF APR.29,1981 
U.S. $1.00 = DM 2.2043 


percentage change 
1980 19811/ 79/78 80/79 81/802/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM bill.) 1,497.5 
Private consumption 819.5 
Government consumption 303.4 
Fixed investment 351.0 
GNP at 1970 prices (DM bill.) 897.5 
GNP price deflator 158.8 
Per capita GNP, current prices (DM) 24,290.0 
Disposible income (DM bill.) 946.1 
Savings as % disposible income 13.4 
Employment (1,000s) of wage salary earners, 
industrial 7,662.0 
Unemployment rate 3/ 2/81 3.8 
Productivity gain 4/ - 
Indices: 
New industrial orders, value (1976=100) 2/81 4122.2 
Industrial production (1976=100) 2/81 110.2 
Retail sales value (1970=100) 2/81 202.3 
Industrial wages per employee (1970=100) 225.5 
Cost of living (1976=100) 3/81 117.0 
Industrial prices (1976=100) 2/81 - 137.3 
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Money ; 
Money supply (M1; DM bill.) *2/81 257.3 
Domestic credit outstanding (DM bill)*2/81 1,462.3 
Federal debt outstanding,domestic (DM bill.) 
*2/81 
Annual federal debt service (DM bill.)12/81 
External debt (DM bill.)*2/81 
Interest rate, Central Bank *4/81 
Interest rate, Comm'Bank med.term *3/81 
BALANCE OF PAYMENTS AND TRADE 
Gold and foreign exchange reserves (DM bill.) 
*3/81 
Balance of payments (basic balance, DM bill.) 
2/81 
Balance of trade (DM bill.) 2/81 
Exports, FOB (DM bill.) 1/81 
U.S. share (DM bill.) 1/81 = 
Imports, CIF (DM bill.) 1/81 : 
U. a share (DM bill.) 1/81 x. 
Main exports to U.S., 1980; $ mill.: Motor vehicles 4,419; Machinery 2,297: 
Chemicals 1,356; Electrical equinment 841; Optical and precision mechanical products 411. 
Main rts from U.S., 1980; $ mill.: Machinery 2,250; Chemicals 1,808; Electrical - 
equipment 1,633; Edible fats and oils 1,153; Defense items 1,140; Aircraft 763. 
1/ Cumulative through latest date shown, except for items marked *. 2/ 1981 through 
latest date shown over the same period in 1980, except for items marked *. 3/ As 
percent of labor force; 1981 seasonally adjusted. 4/ Increase in real domestic product 
per worker. NOTE: Items marked * are as of year end 1980; and as of latest month 
shown for 1981. 1981 percentage changes indicate changes of latest date shown over 
comparable date in 1980. 
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SUMMARY 


Although glimmers of possible economic upturn later in the 
year had begun to appear, the pace of the German economy was 
Sluggish through early 1981. Unemployment continued to rise; 
inflation had not decelerated appreciably; interest rates had 
risen to near record levels; the current account deficit re- 
mained at an unprecedentedly high level despite the 3 percent 
decline in overall economic activity between early and late 
1980. The positive signs are a pronounced rise in industrial 
activity in early 1981 and rising industrial orders for 
several months. Recent surveys of the business climate do not 
suggest any further worsening of expectations concerning sales 
for the next several months. 


Although some optimism was being expressed that the economy 
would begin a sustainable pick up by the middle of the year, 
most observers appear to regard a late 1981 upturn as more 
likely. Germany's principal markets are either experiencing 
recession or a declining growth rate. Domestic sources of 
growth will continue for some time to be restrained by tight 
monetary policies and nonstimulative fiscal policies. 


Despite its current difficulties, the German economy continues 
to be one of the strongest as well as one of the healthiest in 


the industrial world. In the absence of large external shocks, 
inflation«-already one of the lowest in the -world+-can. confidently 
be expected to fall. 


Despite its slackening pace, the German economy was an extra- 
ordinarily strong-market for U.S. -goods in 1980, and the United 
States moved up from fifth to fourth place on the Federal 
Republic's list of suppliers. American exporters taking a 
long-term view can look forward to doing business in an expanding 
and still easily accessible German market. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 
Recession Persists 


The current economic downturn has been longer and the trough 
deeper than had generally been anticipated. Gross national 
product on a seasonally and workday-adjusted basis declined 
during each of the last three quarters of 1980. In addition 
to the depressive effects of a normal inventory cycle, the 
cyclical downswing has been exacerbated by the sizeable 
deterioration in Germany's terms of trade, mostly owing to 
the tremendous increase in oil price but also due in part to 
mark depreciation. The resulting income loss was the principal 
factor causing private consumption, which accounts for well 
over half of national expenditures, to decline in real terms 
after the first quarter of 1980. 


In addition to the sharp drop in the rate at which inventories 
were being accumulated, other investment activity also slowed . 
markedly although not to the extent characteristic of previous 
recessions. Investment in equipment leveled off in the course 
of the year, and construction activity declined fairly sharply. 
Rising real, as well as nominal, interest rates have been the 
main drag on the housing market while efforts to economize on 
government outlays induced a cutback in public construction 
activity. 


Economy Expected to Stagnate Until Late 1981 


Few observers expect the German economy to show much buoyancy 
before the latter part of the year at best. Even though 
industrial activity increased in early 1981 and new orders-- 
chiefly from abroad--have increased sharply in recent months, 
most indicators do not suggest the imminence of a sustained 
recovery. Monetary policy has tightened and is not expected 

to be relaxed very much if at all during the next several months. 
Moreover, since the prospects are glum for any improvement in 
real disposable income, consumer expenditures in real terms 

will probably remain flat at best and may very well decline 
somewhat. High interest rates, low capacity utilization rates, 
and slackening final demand (except possibly for the export 
sector) will continue to act as a brake on investment activity. 
Surveys of business expectations tend to corroborate other signs 
pointing toward a lower level of investment activity. 


Unemployment Likely to Climb to a 25-Year High 


Forecasts now put average unemployment for the year at 1.2 
million or more (a rate of about 5.4 percent), which would mean 
the highest number of unemployed and the highest unemployment 
rate in more than a quarter of a century. Even should the 
economy begin to pick up in the second half of the year, un- 
employment appears likely to go on increasing at least until 





early 1982. The initial impact of higher production is 
likely to show up first in higher worker productivity rather 
than additional employment. 


A recently announced program to channel at concessionary rates 
the proceeds of a DM 6.3 billion foreign loan of the Recon- 
struction Credit Bank to medium- and small-sized business for 
energy-related investments should eventually have some stimula- 
tive impact on the economy, although probably not very much in 
1981. Plans under discussion to provide additional incentives 
to housing construction could in time also have some buoying 
effect on investment and employment; however, this program might 
be delayed indefinitely because the French Government, which 

had announced a parallel program, has decided to postpone foreign 
borrowing following the national elections held there in May. 


Grounds for Optimism about 1982 


Most of the parameters that will determine the shape of the 
German economy for the coming year have been known for some 
time. A key parameter, especially for investment activity, is 
the amount of wage increases. As of the writing of this report, 
the most important wage settlements were still in the process of 
formation. However, it appeared that average wage increases 
would be kept to about 5 percent. After deflation by the 
Consumer Price Index, this would imply a lower average real wage 
in 1981 than a year ago. 


Assuming that wage negotiations are again concluded without resort 
to strikes costly in both real and psychological terms, confidence 
in the outlook for the economy should rise markedly. Possibly 
this would have only a limited immediate impact on investment in 
view of the several negative factors depressing investment. More 
positively, it would enhance the competitive edge of German goods, 
already benefiting from a substantial real mark depreciation. 

Many observers see moderate wage settlements also strengthening 
the mark and reducing inflationary pressures. 


Given this not unrealistic scenario and more favorable worldwide 
economic conditions, the chances of an upswing getting underway 
in late 1981 should be fairly good. Monetary policy could be 
relaxed as pressures on the mark ease; fiscal policy, though 
not expected to become expansionary, should not get any tighter. 


Long-Term Economic Prospects Good 


Germany's record for economic stability has long been the envy 

of the developed world. Few countries can match the Federal 
Republic's combination of low inflation, harmonious labor/manage- 
ment relations, and strong growth in productivity. As the world's 
largest exporter of manufactured goods, German industry has a 
powerful inducement to keep abreast of international competition. 





In the last couple of years, some of the assumptions underpinning 
the future vitality of the German economy have been scrutinized 
more critically. Within a span of 3 years, the current 

account position of the Federal Republic shifted by some 

$23 billion--from a position as a country enjoying one of the 
largest current account surpluses, to one with the largest 
current deficit. Despite the quantum jump in Germany's oil bill, 
progress has been slow in developing alternative sources of 
energy, particularly in pushing ahead with a nuclear program. 


Few observers expect radical changes in the immediate future 
either in seeking alternatives to oil or in reducing the current 
account deficit despite the current recession and prospects for 

a fairly slow recovery. Concern has been expressed that as a 
result of too long a neglect of these weaknesses, German industry 
may not be able to compete in international markets or even to 
defend its home market as effectively as it has in the past. 

The inroads of Japanese competitors in particular have been cause 
for mounting worry. Economics Minister Lambsdorff's remark 

upon returning from a Tokyo visit a year ago that Germans would 
have to learn to work harder and to play less touched off a wave 
of media analyses of the Japanese economy and society and what 
lessons should be drawn. This suggests that the economic realism, 
which has characterized German attitudes over the past 30 years, 
is still alive and well. 


The problems of unbalanced external accounts, large public sector 
deficits, and structural imbalances will not be solved quickly. 
Nonetheless, in most essential respects, the German economy 
remains remarkably healthy compared with that of most other 
industrial countries. Almost all branches of industry are 
internationally competitive in terms of technology and managerial 
ability. The industrial base is broad; the financial sector 
which services it is sound. Management and labor still display a 
considerable measure of flexibility in coping with new problems. 


German Investment in U.S. Continues at a Brisk Pace 


The United States continued to strengthen its position as the 
preferred destination for German investment during 1980. According 
to German statistics, German direct investment in the United 

States last year amounted to DM 3.4 billion, or more than 40 
percent of the total. New U.S. investment in the Federal Republic, 
by contrast, was insignificant in quantity during 1980. During 

the past 5 years, cumulative German investment in the United 

States was more than 3 1/2 times that of U.S. investment in the 
Federal Republic. 


Although German investments in U.S. real estate usually receive more 
publicity, other types of U.S. assets have a much higher value 

in the German investment portfolio. Investments in holding 
companies and in chemical, iron and steel, machine building, 
electro-technical and passenger car industries account for the bulk 
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.of German investment in the United States. Cumulatively, at 
yearend 1980, German direct investment in the United States 
amounted to almost DM 15.7 billion, while U.S. investment in 
the Federal Republic totaled DM 20.3 billion. 


German Agricultural Production Rises 


German agriculture generally experienced above-average crops 

in 1980. A slightly wetter thz~ normal summer favored grains 

and most crops. but had damaging effects on potatoes and some 
fruits and vegetables. Grain production rose to a near record 
23.1 million metric tons on a slightly reduced area of 5.2 million 
ha. The animal products sector, which generates 70 percent of 
gross farm income, also did well. Milk production benefited 

from increased per cow yield and rose 3.9 percent, while production 
of all meats (including poultry) rose 2.6 percent. The sugar 

beet crop fell marginally below last season's 3.1 million MT. 
Potato production was off 24 percent, and wine production was only 
about half a normal year's output. 


Germany's imports and exports of agricultural products continued 
to increase in 1980. Imports from the United States increased 
by nearly 25 percent to reach $2.93 billion, while total imports 
rose from $23.7 billion to $25.9 billion. The largest increase 
was in oilseeds and products, which comprise over half of U.S. 
agricultural exports to the Federal Republic, while relatively 
large gains were also scored for nongrain feeds, wheat, rice, 
almonds, and cotton. 


Germany's agricultural exports were spurred by a fivefold increase 
in shipments to the USSR which reached DM 682 million. Sugar, 
flour and other milled products, butter, and meat and meat products 


made up most of this trade. 


The outlook for the current year suggests relatively good 
agricultural prospects. Warm and wet spring weather has led to 
early and satisfactory conditions for the planting of grains as 
well as of other crops. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


German Imports Unlikely to Pick up before Second Half 1981 


After a strong spurt during the first quarter of 1980, German 
import volume dropped back to a rate still somewhat higher than 
1979's very robust average quarterly volume. A sluggish economy 
is unlikely to increase imports above their current level through 
most of 1981. If the economy turns up in the second half of the 
year as expected, import demand should take a brisker turn toward 
the end of the year. 





Although overall import volume will remain relatively stagnant 
for some time to come, there will be substantial changes in 

its composition. Oil and industrial raw materials' imports 

seem likely to decline; imports of finished manufactured and 
semimanufactured goods should go on rising, albeit at a somewhat 
slower pace than during the past couple of years. According to 
the calculations of the Commerzbank in Frankfurt, foreign 
producers now supply 38 percent of Germany's finished manufactured 
goods and approximately 14 percent of its semimanufactured goods. 
The foreign supplier shares in selected sectors of the market are 
shown below: 


Office machinery and EDP equipment 59% 
Nonferrous metal goods 43% 
Leather and footwear 41% 
Clothing 35% 
Precision instruments, optical 

equipment, watches and clocks 30% 


Bilateral rade Balance Swings to the United States 


According to the official German statistics, the bilateral trade 
account showed a balance of more than $2.3 billion in favor of 
the United States for 1980. This contrasts with a U.S. bilateral 
deficit of almost $300 million for 1979. U.S. exports on c.i.f. 
basis to Germany rose by slightly less than $3.1 billion in 1980. 
U.S. imports from Germany for the same period, on the other hand, 
rose by only $500 million. 


Undoubtedly, variations in cyclical developments have contributed 
strongly to the swing in the bilateral balance. Earlier exchange 
rate movements favorable to U.S. sales and a more aggressive sales 
effort have also surely made an essential contribution. However, 
the margin of U.S. competitiveness derived from earlier dollar 
devaluations vis-a-vis the mark has been trimmed by a dollar 
appreciation vis-a-vis the mark:of- about 15-percent over the past 
ear and by faster rising producer costs in the United States than 
in Germany. 


The U.S. competitive edge against third countries in the German 
market, on the other hand, has probably been retained. Competition 
will be all the keener in the months ahead as suppliers from other 
countries with sluggish economies attempt to increase their shares 
in the German market. Japan, which has very rapidly gained a 
strong position in the German automobile and electronics markets, 
is expected to offer increasingly tough competition in other 
product markets as well. 


Reliability, expeditious service, and attention to customers' 
preference with regard to style and quality are prerequisites for 
success in the German market. A steadily older population working 
less but with more money to spend implies a growing demand for 
leisure time goods and services. There is also an expanding 
German interest in the more sophisticated consumer products as the 
average income level approaches the highest among developed 
countries. 





A slower economy is expected to dampen only slightly a voracious 
German demand for foreign travel. For several years, German 
tourists have spent more money abroad than any other nationality. 
In 1980, German tourist outlays rose by 15 percent to almost 

DM 38 billion. The increase is expected to be much smaller in 
1981, as household budgets have been seriously affected by the 
higher prices of heating oil and gasoline and by recession. In 
volume terms, foreign travel is likely to decrease as Germans 
economize on the vacation extras and possibly on the duration 
and distance of their trips. However, travel to the United States 
is expected to hold its own since larger numbers of Germans are 
not only seeking new attractions but also taking advantage of 
generally lower vacation costs in the United States. 


Overall Trade Balance Declines 


Germany's trade surplus for 1980 sank to DM 8.9 billion from DM 
22.4 billion for 1979. The trend in the trade account is almost 
entirely attributable to shifts in the German terms of trade. 
Whereas export prices climbed by only 7.0 percent in this period, 
import prices surged by 14.2 percent. The higher costs of crude 
oil and mineral oil products, especially in the earlier part of 
the year, are the main source of deterioration in the terms of 
trade. 


Given the real depreciation in the external value of the mark-- 
exchange rates having failed to reflect relative changes in 
domestic and foreign producer costs--the competitive position of 
German industry has increased significantly in recent months. 
German manufacturers are expected to prove beneficiaries of in- 
vestments to develop alternative energy sources to oil. Germany, 
as the world's largest exporter of capital goods, should also 
profit from larger OPEC investments. German export orders were 
up by 11.3 percent in the first 2 months of 1981 over the last 

2 months of 1980. Reportedly, major new contracts with middle 
eastern countries are boosting the export outlook further. In the 
years ahead, German export growth should also be helped by an 
expected relatively slow growth in domestic consumption. 


Prospects for Many U.S. Products Still Improving 


In 1980, German imports from the United States of finished manu- 
factures (excluding defense items) reached a new record of $7.9 
billion, exceeding 1979 levels by 19 percent. The stronger U.S. 
competitive position in the German market is evidenced by an 
increase in the U.S. market share to 8.6 percent, up from 8.1 
percent in 1979. 


Sales of U.S. machinery rose by 25 percent to $2.2 billion, re- 
presenting the largest commodity group of finished manufactures. 
The major expanding segment in this area was office machines, 

as the dollar value of sales of U.S. office machines advanced by 

29 percent to $1.2 billion. Significant gains in U.S. sales were 
also registered for machine tools, pumps and compressors, and paper 
and printing machinery. 
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U.S. sales of chemicals amounted to $1.5 billion, 8 percent 

above 1979 levels. In this commodity group, U.S. sales of 
plastics and plastic products exceeded 1979 levels by 14 

percent, reaching $404 million, and U.S. sales of photochemicals 
increased in dollar value by 19 percent to $184 million. Buoyant 
sales were also reported for pharmaceuticals. 


Sales of U.S. electrical equipment jumped by 33 percent to $1.6 
billion. Although sales of U.S. aircraft exceeded 1979 levels 
by 18 percent, the U.S. market share declined from 25.3 percent 
to 22.6 percent. Strong sales were also reported for optical 
and precision instruments--which exceeded 1979 levels by 22 
percent, reaching $371 million. 


A recent market market research study on computers contracted by 
the U.S. Department of Commerce reveals that the "electronization" 
of the German economy now in full swing has tremendous growth 
prospects. Although there is hardly any large establishment in 
trade, industry, government or research that does not already 

use electronic data processing (EDP) in one way or the other, 

new applications of EDP are being constantly introduced. Small 
businesses are increasingly turning to EDP techniques not only 
through EDP service centers but also by own-use of complete 
compact systems. 


The U.S. computer and related equipment industry (not including 
parts and computers assembled from American parts in third 
countries) held 47.1 percent of the German import market in 1980. 
By 1985, U.S. shipments of computers and related equipment to 
Germany are expected to reach $2.2 billion, equal to 23.5 percent 
of the total domestic market and 50 percent of all imports. 


A medical equipment study contracted by the U.S. Department of 
Commerce concludes that further progress in the development of 
biomedical. instruments and apparatus and their growing acceptance 
by the German medical profession will sustain demand for medical 
equipment on a high level. The amount of information available 
to German physicians on advanced American products is reported to 
be rather inadequate, but this situation seems to be improving. 


U.S. deliveries of medical equipment to the German market have 
surged impressively in recent years. In 1976, German imports of 
medical equipment from the United States amounted to $58 million. 
In 1980, they stood a $189 million, and the U.S. market share 
came to 25.8 percent--compared with 20.7 percent in 1976. The 
study estimates that German imports of medical equipment from the 
United States in 1985 will reach $265 million. 


U.S. Government-Sponsored Trade Promotion Activities 


As in past years, the U.S. Government will continue to sponsor a 
number of American group exhibits for small and medium-sized 
companies at selected international German trade fairs. Final 

show reports of recent years indicate that impressive sales figures 
have resulted from participation in German fairs. 
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The following three German trade fairs are of particular 
importance for marketing American products. 


1. "Systems 81" - Computer Systems and their application, 
October 19-23, 1981 (Munich) 

2. "“Productronica 81" - Production equipment for the electronic 
industry, November 10-14, 1981 (Munich) 

3. Hanover Fair 1982 - "CeBIT" - Computers and electronic data 
processing equipment (The annual Hanover Fair and its "CeBIT" 
are the largest events of their kind in the world.) April 21-28, 
1982. 


At each of these fairs, there will be an official U.S. group 
exhibition, sponsored by the U.S. Foreign Commercial Service and 
organized by specialized trade fair teams. 


Other American products to be exhibited at future German industrial 
trade fairs include packaging machinery and materials, confectionary 
machinery, textiles, clothing and apparel (men's and women's 

fashion wear), children's wear, shoes, mining equipment and hospital 
equipment. Also, the U.S. Department of Agriculture will again 
sponsor an official U.S. participation at the annual agricultural 
"Green Week" Fair in Berlin, January 22-31, 1982. 


Under the Department of Commerce-sponsored Foreign Buyer Program 
("FBP"), the Foreign Commercial Service in Bonn and in the six 
American consulates general throughout the Federal Republic of 
Germany will be organizing foreign buyers' trips to about 30 
selected U.S. fairs this year. Each trip will involve between 
15-120 German business representatives. For further information, 
interested persons should contact the nearest District Office of 
the U.S. Department of Commerce, or the Foreign Buyer Program, 
Office of Export Marketing Assistance/ITA, Department of Commerce 
Washington, D.C. 20230; telephone 202-377-2256. 


Government Procurement 


On January 1, 1981, the Agreement on Government Procurement, one of 
the codes resulting from the Tokyo Round of multilateral trade 
negotiations (MTN) within the General Agreement on Tariffs and 
Trade (GATT), became mandatory for federal government purchases. 
The purpose of the Agreement is to secure greater international 
competition and nondiscrimination in the government procurement 
market by requiring government entities to tender as well as to 
select suppliers according to the Procurement regulations. 


The German Government has now integrated the Government Procurement 
regulations of the Multilateral Trade Negotiations (MTN) into the 
legal codes of government entities at the state and local levels. 
While Germany traditionally has been quite liberal as regards 
government procurement, adherence to the code will open new 
opportunities for foreign competitors. German Government entities 
are obliged to publish (in the European Community Supplement to 

the Official Journal) all bid tenders for amounts in excess of SDR* 
150,000 (about $180,000). 


*Special Drawing Rights 





U.S. suppliers interested in corresponding with German entities 
with reference to NATO tenders should direct their inquiries to: 
International Organizations Strategic Systems Staff, MPD/OEMA/ED/IT, 
U.S. Department of Commerce, Washington, D.C. 20230, telephone 
202-377-4331. 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/442 








